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KEY ECONOMIC INDICATORS: DAHOMEY 2 


All values in millions Exchange Rate as of August 15, 1975: 
US $ unless otherwise stated + US $1.00 = CFA 219.5 


% change 
1972 1973 1974 1973-74 


INCOME AND PRODUCTION 


GDP at current prices 

Estimated Population (1000s) 

GDP per capita at current prices (in $) 
Estimated Current Government Budget 


MONEY AND PRICES 


Money Supply 

Foreign Public Debt 

Short-term Credit Outstanding 
Average commercial interest rate 
Price Index (1969=100) 


BALANCE OF PAYMENTS AND TRADE 


Balance of Payments 
Total Imports 

Total Exports 

Balance of Trade Deficit 
US Exports to Dahomey 
Dahomean Exports to US 


PRODUCTION OF MAJOR EXPORT CROPS 
(in thousands of metric tons) 


Cotton 4 . ‘ - 9. 
Palm Oil ‘; é +33. 
Palm Kernel Oil é ‘ = -31. 
Cocoa é ‘ : -78. 
Peanuts : 2 ‘ +30. 


Principal Imports from US in 1973: raw tobacco: $2.0 million; Wheat: $0.5 million; 
cotton fabric: $0.4 million; used clothing: $0.3 million 
Principal Exports to US in 1973: palm kernel oil: $0.5 million 


+Weiehted Average Excharge Rate of CFA 230 =$1.00 used in the table and throughout 
report 


*Estimate 


Sources: Banque Centrale des Etats de l'Afrique de 1'Ouest (BCEAO) and Dahomean 
Government sources 





SUMMARY 


The Dahomean economy continued its slow decline in ]974 as the government was 
unable to spur economic development through either investment or increased trade. 
Following the government's declaration of allegiance to Marxist-Leninist socialism 
in November, 1974 and subsequent nationalizations, several investment projects 
have been held in abeyance pending a clarification of the government's policy. 
General trade conditions worsened, as Dahomey was beset by mediocre harvests, 
worsening terms of trade for its agricultural exports, and spiraling increases 

in the prices of imported goods. While foreign trade has fallen far from its 
197]-72 peak, imports have recently staged a small comeback through increased 
deliveries of goods for Dahomey's neighbors. Increased economic cooperation 
with Nigeria, especially on two major investment projects for sugar and cement 
factories, provide the most encouraging note for the economy for the near future. 


Listed as one of the 25 least developed nations in the world by the United Nations, 
Dahomey is not able to generate any internal capital investment. International 
donors are responsible for the realization of the country's major infrastructure 
and agricultural projects. The country's development goals have yet to be pre- 
cisely defined, but the government has announced its plans to increase agricul- 
tural production and improve social services. However, little progress towards 
these goals was made in 1974 as the government concentrated more on internal 
political organization than economic development. 


The U.S. accounts for only 10 percent of Dahomey's imports, but there are indica- 
tions that this market share could be improved in the future. American business- 
men stand to benefit from the Dahomean government's desire to break away from 
traditionally French sources of supply and from the trend towards economic in- 
tegration in West Africa. The areas of agro-industrial processing, textiles, 

and oil exploitation are the only ones likely to interest potential American 
investors. Official Dahomean government policy is to welcome investors who are 
willing to cooperate on a joint venture with the government. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Government's New Economic Philosophy 


On November 30, 1974, Dahomean President Mathieu Kerekou announced that henceforth 
Dahomey would be a socialist society, and would draw upon Marxist-Leninist phil- 
osophy for its ideelogical basis. President Kerekou had first stated the govern- 
ment's intention to take control of vital sectors of the economy soon after he 
came to power in October, 1972 and the adherence to Marxism-Leninism was the final 
step in a gradual movement towards progressive socialism. This declaration was 
followed by a series of nationalizations of what the government calls the "key 
sectors of production"--banks, insurance companies, oil distribution companies, 
brewery, textile mill, cement factory and freight forwarding companies. 


The Dahomean government has since December, 1974 reached agreement on indemnifi- 
cation in only two cases where private interests were taken over. Because of 
this, prospective investors have adopted a cautious attitude. In an official 
statement on private investments following the nationalizations in December, 
1974, Dahomey's Foreign Minister, Michel Alladaye said: "It is true that the 
final goal of the socialist society that we are aiming for is state control of 
all the major means of production. But the socialist society will not come 
tomorrow, and when it does come, the Dahomean government will honor its obli- 
gations. Therefore private investment is possible and recommended, on condition 
that it is done with the agreement of the government and that our partners re- 
spect their obligations". 


Since this statement was made by the Foreign Minister, the government has re- 
affirmed its intention to indemnify the interests it has taken over. However, 
as current government resources are insufficient to pay off all the compensa- 
tion claims, it is expected that full indemnification will not be paid for many 
years to come. 


Development Objectives 


The Dahomean government has not yet formulated its integrated development plan, 
so its development goals and strategy remain unclear. The publication of the 
plan, originally scheduled for 1973, has been delayed by personnel and organi- 
zational changes within the Ministry of the Plan. However, some overall program 
guidelines--increased food production, improved social services, and creation of 
new sources of employment-have been laid down by the government. A first step 
in the effort to improve agricultural production was the formation in early 1975 
of local production brigades which will coordinate agricultural planning with 
the political authorities in their areas. Another method being pursued to 
augment food supplies is the upgrading of grain storage facilities, as between 
30 and 50 percent of crop harvests are now lost due to spoilage. Government 
efforts to improve social services are hampered by the persistent lack of funds 
in the state budget for construction of badly needed new facilities. 


The third general development goal of the Dahomean government is to create new 
sources of employment. While no statistics are available, the government has 
recognized that there is a growing problem of urban unemployment in Dahomey. 





In order to utilize some of the available manpower, the government is encourag- 
ing investment in several sectors including processing of agricultural commodi- 
ties, mineral exploitation, offshore oil drilling, tourism, fishing and animal 
production. 


The primary export commodities in Dahomey are palm, cotton, citrus fruits, 
tomatoes, peanuts, cashews, and sugar, but at present, only palm and cotton 
products are processed locally. The government is seeking investments in 
processing facilities for the other commodities. In terms of mineral resources, 
Dahomey is extremely poor, but the government believes that calcium and phosphate 
deposits in southern Dahomey can be commercially exploited. A United Nations 
study is under way to define and assess all mineral deposits throughout the 
country. There is a small offshore oil field, discovered in 1971 by Union Oil 
of California, which has not been exploited. The drilling rights to a part of 
this field are held by a Shell subsidiary; however, the rights to the bulk of the 
field have not been taken over by any oil company since the departure of Union 
Oil in March, 1974. The government expects that exploitation of this oil field 
will generate sorely needed revenue to assist Dahomey’s development over the 
next five to ten years. Tourism is another area where the government is seeking 
investment. The annual number of tourists visiting Dahomey has been declining 
over the past two years, but a newly-created National Tourism and Hotel Bureau 
has been charged with the task of improving accommodations and transport facili- 
ties in order to attract more visitors. The government is also planning to 
increase food supplies by developing national agencies for fish and animal 
production. Animal breeding has already benefited from a USAID loan for live- 
stock improvement, which has financed the construction of a modern slaughter- 
house in Cotonou. Fishing in the coastal lagoon has fallen off since the 


opening of the commercial port of Cotonou in 1966, but a new dam at the lagoon 
mouth, which will regulate the salinity in the lagoon, should improve the 
situation. Deep-sea fishing has not been developed to its full potential, 

but the Soviet Union is presently exploring means by which it can assist 
Dahomey in the formation of a national fishing fleet. 


In addition to these commercial investment projects, Dahomey has several infra- 
structure projects planned for the next few years, and has begun to seek fi- 
nancing from international donors. The port at Cotonou is extremely crowded 

due to increased deliveries of goods for Dahomey and its neighbors, Nigeria and 
Niger. To alleviate congestion at the port, the government is planning to double 
the port's capacity for ocean-going freighters. Also being discussed is an ex- 
tension of the rail line towards Niger, which presently stops in northern Dahomey. 
Rail officials last year revived a 40-year old project to extend the line as far 
as Niamey, Niger at an estimated cost of $85 million. A new international airport 
near Cotonou is also planned, but this has been given a low priority as the 
existing airport facilities have been expanded and are now adequate to handle 

the current level of traffic. Several telecommunications projects have been 
developed to link southern Dahomey with Niger, Togo, Nigeria and northern 

Dahomey. These telecommunications facilities will be installed with French, 
German, Canadian and Nigerian assistance. In the transport sector, USAID and 





the World Bank are financing the reconstruction of the main north-south highway 
in northern Dahomey, which serves as the conduit for goods for Niger. In addi- 
tion, USAID has agreed to finance the construction of a new bridge across the 
lagoon at Cotonou, which will form a vital link in the future Trans-Africa 
highway system. Finally, Dahomey and Togo have created a joint commission 

to study the feasibility of building a hydroelectric dam across the Mono River, 
near the boundary between the two countries, in order to help meet their future 
energy needs, and end their current dependence on Ghana for electric power. 


Economic Performance in 1974 


Overall, the Dahomean economy was stagnant during 1974, and per capita GNP 
declined slightly in real terms. Like other agrarian economies, Dahomey was 

hit hard by the increase in prices of petroleum products and manufactured goods, 
and local rates of inflation ran as high as 20 percent for 1974. Due to Dahomey's 
paucity of mineral resources and dependence on selected agricultural commodities, 
its export earnings were unable to keep pace with the higher prices of imported 
goods and the country's balance of payments position drastically worsened. In 
addition, 1974 was a mediocre year for Dahomey's main export crops (cotton, palm 
and cocoa), though food crop harvests registered a slight increase. Several 
industrial projects scheduled to begin operation in 1974 were delayed or simply 
cancelled. After the first six months of 1975, the economy appeared to have 

slid even further into decline, as investment and trade prospects grew even 
dimmer than in the previous year. 


Agricultural performace was mixed in 1974. Cocoa exports, based entirely on 
smuggling from Nigeria, have dropped off drastically from their 1971 peak. Palm 
products were also in decline, as the palm plantations in southern Dahomey began 
to show signs of age. The decline in cotton production in 1974 was viewed as 
particularly serious by the government which is waging a vigorous campaign with 
World Bank assistance to encourage cotton production in central and northern 
Dahomey. Unfortunately, the 1974-75 cotton crop proved to be even worse than 
that harvested in mid-1974, due to delays in the delivery of fertilizers and 
insecticides to farmers. The government is now trying hard to maintain farmer 
interest in cotton production so that the 1975-76 crop will be a success. Other 
crops, particularly the staple goods of rice, millet, sorghum, and corn, were 
fairly successful. However, Dahomey does not grow enough food grains to feed 
itself, and was forced to import about 30,000 tons of grain during 1974. 


In the industrial sector, 1974 was also a disappointment. The existing major 
industrial units--cotton ginning mills, palm oil refineries, cement and textile 
plants, and a brewery--registered mixed results. Since the price of basic con- 
sumer goods is strictly controlled by the government, some local industries 
recorded losses during 1974 as they struggled with increasing costs of raw 
materials and fixed sales prices for their products. A new textile complex in 
central Dahomey was due to open in 1974, but it only began operations in Febru- 
ary, 1975. It is the largest industrial enterprise in Dahomey, with over 2000 
employees. Several other industrial projects have been delayed due to world- 
wide financial conditions and the vagaries of the Dahomean market; these in- 
clude a peanut/cottonseed oil mill, two more textile factories, a sugar planta- 
tion/refinery complex, a second cement factory, and an oil refinery. One very 





encouraging note was that Nigeria officially agreed in January, 1975 to cooper- 
ate with Dahomey on the sugar and cement projects, of which the bulk of produc- 
tion will be sold on the Nigerian market. 


The private sector is responsible for almost all capital expenditures in Dahomey. 
Liberal benefits are available to private investors under the 1972 Investment Code, 
and the government's official policy is to encourage investment. New investments 
are made on the basis of a joint venture with the government. The government it- 
self is unable to generate any capital investment since its operating budget 
suffers from a chronic deficit. Two-thirds of the government budget in 1974 

was spent on civil servants' salaries; very little was devoted to purchases of 

new equipment or for construction. While the government is in principle dedicated 
to better fiscal management, it has not yet been able to prune the enormous civil 
service payroll. 


Monetary conditions in 1974 continued stable, due to Dahomey's membership in the 
Union Monetaire Ouest-Africaine, whose currency is tied to the French franc. 
After the nationalizations of two banks in December, 1974, the Minister of Finance, 
Isidore Amoussou, stated publicly that Dahomey had no intention of quitting the 
franc zone, but would continue to cooperate with its West African neighbors on 
monetary policy. In terms of local credit conditions, 1974 saw a sharp increase 
in demand for short-term credit, resulting from an increasingly popular practice 
by importers to borrow for inventory purchases rather than use their internal 
capital funds. Generally, short-term and medium-term credit is readily avail- 
able in Dahomey, as are government guarantees for loans supporting major invest- 
ment projects. 


In 1974, the Dahomean government instituted a new tax which, while theoretically 
on profits, is actually a sales tax, so that a company is liable for payment even 
if it suffers a loss. In addition, the government decreed a general 14 percent 
wage increase for the private sector on July 1, 1974. These two measures in- 
creased the financial burden faced by private businesses in Dahomey, and have 
made it more difficult than ever for them to realize a profit. Customs duties 

in Dahomey remain high, but the recent Lome Convention for the Common Market and 
associate members and the treaty creating the Economic Community of West African 
States (ECOWAS) give Dahomey some incentive for an overhaul of its tariff structure. 
However, as customs duties provide over 50 percent of government revenues, it is 
unreasonable to assume that tariffs will be lowered in the near future. The 
government also started a low-key campaign in 1974 to assist small businesses, a 
group that has long been neglected by government policy. This official assistance 
has taken the form of low-cost loans (from a USAID-financed loan fund) and coun- 
seling on marketing and organization. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Prospects 


U.S. trade with Dahomey is limited, as imports from the U.S. account for only 10 
percent of Dahomey's total import bill, and Dahomean exports to the U.S. are 





insignificant. However, there are several factors that could serve to promote 
expansion of the volume of trade between Dahomey and the U.S. over the long run. 
First, recent nationalizations have ended the monopoly position enjoyed by French 
suppliers in certain industries. As the government has taken over various sectors, 
its first initiative has been to seek new sources of supply. (In one instance, 

a direct appeal was made by a nationalized firm for assistance in locating American 
suppliers for raw materials). Secondly, under the Lome Convention, Dahomey has 

the option of terminating the system of reverse preferences, which have long served 
to favor Common Market imports to the detriment of American goods. The recently 
created Economic Community of West African States (ECOWAS) will eventually enable 
American exporters to consider West Africa as a single integrated market rather 
than an amalgamation of distinct mini-markets. Dahomey has long recognized the 


advantages of economic integration, and is specially situated to reap benefits 
from such cooperation as a neighbor of West Africa's economic giant, Nigeria. 


On the other hand, the difficulties faced by American exporters in approaching the 
Dahomean market cannot be overlooked. The country remains very much a francophone 


state, and all business contacts, letters and literature must be in French. Second- 
ly, Dahomey's small size prevents American exporters from concentrating a large 
sales effort on it alone. The low level of new investment in Dahomey indicates 
there will be only limited demand for capital goods in the near future. Another 
negative factor is that recently created government monopolies in certain areas 
(e.g., alcoholic beverages, tobacco products, and freight forwarding) have upset 
existing trade relations between US and Dahomey for certain goods and services. 

In summary, the demand for U.S. goods in Dahomey is improving over the long run, 

but will remain essentially at current levels in the near future. 


Investment Possibilities 


As noted before in this report, investors are currently waiting to see how the 
government's policy towards private investment evolves before coumitting capital 


to projects in Dahomey. Any large investment must be made on a joint venture 
basis with the government, which normally takes a minority share of the company's 
stock. The only promising possibilities for investment in Dahomey remain agro- 
industrial processing projects, textiles, and petroleum exploitation. Prospects 
for investment in mineral extraction are not favorable at the moment, but may 
improve when the results of the United Nations minerals survey are published. 


Investors should be advised to work closely with the government in formulating 
their proposal and to assess carefully the expected benefits of each venture in 
light of the political and commercial climate of the country. 
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